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Fifteenth Lesson 


NE of our students writes “I am 
interested in the School for Trad- 
ers that you are conducting, and 
ondering when you will take up the 
suestion of stop-loss orders or “stops” as 
they are generally called. I have always 
thought a stop was the proper thing to 
use, for although it does not insure you 
against loss in case the market goes 
against you, it does limit your loss. Be- 
fore you buy, you can figure out how 
much you are willing to risk. However, 
none of the traders of my acquaintance 
use them, and, while they are polite 
enough not to say so, I know they re- 
gard me as a species of farmer to want 
to use a stop. Nevertheless, stops look 
good to me, and I am interested in hav- 
ing you discuss them.” 

Our correspondent’s observations con- 
stitute an appropriate opening for the dis- 
cussion of stops, and we are glad to take 
the hint. In the first place, we must com- 
pliment him on his clear appreciation of 
one of the essential principles of success- 
ful stock trading, namely, “limit the 
losses.” How many inexperienced trad- 
ers do the opposite, and “limit their 
profits” by grabbing a few points in spite 
of a perfectly well-defined trend in their 
favor, but hang on grimly to a commit- 
ment that is going wrong until the loss is 
enough to eat up half a dozen moderate 
profits ! 

No trader, however big the line of 
stocks he may be able to swing, can afford 
to “argue with the market,” and he is 
indulging in this dangerous experiment 
whenever he refuses to limit his losses. 
We do not believe that any experienced 
trader will take issue with us on this 
point. However, the best method of 
limiting losses is another question. 
Whether it is better to limit a loss by 
means of a “stop” or by giving a market 
order to close out the trade whenever the 
price reaches a certain “critical point” in 
a disadvantageous trend, depends on cir- 
cumstances surrounding the trade under 
consideration. We will review these, and 
at the same time classify the purpose for 
which stops may be used to advantage. 
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NOTICE 

Investors and specvestors will find a good deal to interest 
them in the article entitled “Lame Ducks in the Market and 
What to Do With Them.” This appears on page 1005. 
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The Use of Stop-Loss Orders 


Three Purposes for Which They Are Used—Their Limitations 


A “stop order” is an order instructing 
a broker to buy or sell a certain stock 
whenever a round lot of 100 shares of 
the stock sells at a stipulated price. For 
example, if U. S. Steel is quoted around 
par, an order “sell 100 shares U. S. Steel 
at 98 stop” means that whenever 100 
shares or more changes hands at 98, the 
broker must sell “at the market” the 100 
shares involved in the order, and for 
which he will secure 98 more or less. It 
may be that only one round lot will sell 
at 98 on the dip, and, therefore, the stock 
may rally several points before actually 
passing 98 on the way down. Neverthe- 
less, the 100 shares involved in our order 
will be sold at the best price obtainable. 

Stop orders are usually given for any 
one of three purposes, namely, 

1. To limit losses, 

2. To protect profits, 

3. To initiate trades at critical points. 


Limiting Losses 

To illustrate the first case, we may re- 
fer to our definition of the stop order 
given above. Suppose an odd-lot trader 
believes that U. S. Steel will advance, and 
he buys 10 shares at par “with a 2-point 
stop” As soon as he is long of his 10 
shares, automatically his order “sell 10 


Using the Stop Order To Get | — | 
Full Advontage of Stock Move ws 


shares U. S. Steel at 98 stop” is in force. 
This means that he has taken the position 
that if U. S. Steel should decline to 98 
he will be satisfied that his original esti- 
mate of the trend was wrong, and he pre- 
fers to accept a 2-point loss rather than 
remain long of the issue when confidence 
in the correctness of his judgment has 
been shaken. 


This is a wise safeguard against a 
larger loss, especially when the trader is 
unable to watch his commitment from 
day to day. However, it may be that the 
stock will hang around par, or a little 
above, for several days before taking a 
dive through 98, and during this period 
while the stock is selling, say, at 101, it 
may be apparent to a constant observer 
that the trend has turned and that U. S. 
Steel should be sold at the market. Hence, 
the trader “on the job” will close out 
his long stock around 101 while the occa- 
sional observer will have his long stock 
closed out on stop at 98. 

Again, underlying market conditions 
may be so favorable that a reaction in 
U. S. Steel to a point a little below 98 
should not be construed as a sign of 
weakness, in fact, it may offer an oppor- 
tunity to buy rather than an excuse to 
close out. In this case our constant ob- 
server may decide to carry his U. S. Steel 
purchased at par through the reaction 
and even buy more in the dip, while our 
absent trader will have his stock closed 
out in what may turn out to be the very 
bottom of the reaction. 

In the last two cases cited it is appar- 

(Please turn to page 1056) 
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PUTS & CALLS 


If stock market traders un- 
derstood the advantage de- 
rived from the use of PUTS 
& CALLS, they would fa- 
miliarize themselves with 
their operation. 


PUTS & CALLS place a 
buyer of them in position to 
take advantage of unfore- 
seen happenings. 


The risk is limited to the 
cost of the Put or Call. 


Explanatory booklet 14 sent upon 
request, Correspondence invited. 


GEO. W. BUTLER & CO. 


Specialists in 
Puts and Calls 


Guaranteed by Members of 
New York Stock Exchange 


20 BROAD ST. NEW YORK 
Phones: Rector 9076-9079 


Stock Options 


Offer great money-making 
possibilities. No margin is 
required, as the risk is lim- 
ited to their first cost. 


Investigate the advantages 
of this valuable method of 
stock trading. Circular W, 
describing their employment 
in place of stop orders; to 
supplement margin; their in- 
surance value, and other im- 
portant features will be sent 
free upon request. 


Write us for quotations. We 
can always offer the most at- 
tractive contracts for either 
large amount of stock or odd 
lots. 


SH. WILCOX3 Co 
PUTS ana CALLS 
Guaranteed by Members of the 
New York Stock Exchange 
66 BROADWAY NEW YORK 
Tel. Bowling Green 9803-4-5-6 


because he usually js well-chosen, is alert 
for opportunities for improvement and 
makes a good cooperator with us. 

Common errors of arrangement or con- 
struction: In this connection, I have no- 
ticed that in many of the banks in Chi- 
cago the toilets are centralized on one 
floor, This is done obviously to cut 
down the cost of supervision and main- 
tenance from the building standpoint; on 
the other hand, opportunities for loafing 
are inviting and, naturally, such an ar- 
rangement adds to the operating costs of 
the institution housed in the building. 

Another common error is the insuff- 
ciency of space assignment, even taking 
the most modest estimate of what consti- 
tutes adequate space. 

In bank buildings in general, illumina- 
tion, ventilation and noise, three of the 
most important factors in their influence 
upon outpùt, frequently leave much to be 
desired. 

Also, banks overlook the fact that the 
biggest item of administrative cost is the 
payroll and that the problem is to get a 
good return on that investment in labor. 
Therefore, it is good policy to make an 
adequate investment in the capital expen- 
diture intended to produce a good return 
on the payroll, 

One of the important things for a bank 
to do is develop effective elements of 
executive control—to functionalize the 
work. This is now separated into operat- 
ing departments, but the question of con- 
trol of these departments is not always 
easy to define, nor do we always find in 
banks proper delegation of authorities, 
responsibilities and duties. This is an 
organization problem and on its solution 
is dependent the attainment of satis- 
factory results from improvement work, 
whether in the field of office planning or 
in any other. 


HAS THE TIME COME FOR 
THE AMERICAN BANK- 
ER TO HELP FINANCE 

EUROPE? 
(Continued from page 1013) 


general revival of world commerce is nec- 
essary to the development and the restora- 
tion and increase of our foreign trade. A 
lasting revival of world commerce is pos- 
sible only safter an adequate financial re- 
organization in Europe which in its turn, 
while it cannot take place without deep- 
cutting internal reforms, and while it 
must start from within, cannot be suc- 
cessfully accomplished without our active 
support, material and moral. 

This support given, not only for the 
general good but just as much for the 
sake of our own individual self-interest, 
should be expressed by broad policies in 
regard to investment, immigration and 
tariff, facilitating and not obstructing the 
international flow of capital, labor, and 
goods, Only by helping at the proper 
moment to reconstruct the shattered 
nations of Europe and to create mar- 
kets in the younger and still less de- 
veloped countries of South America 
and the Far East, can we hope to gain 
the today useful, tomorrow perhaps 
necessary, permanent foreign outlets 


for our American trade, and only by 
the closest welding of our financial 
with our industrial and agricultural 
power and its effective combined use 
abroad can we hope to counteract the 
advantages which in certain respects 
some of our older competitors have 
over us in the imminent struggle for 
world trade. 


SCHOOL FOR TRADERS 
AND INVESTORS 


(Continued from page 995) 


entythat the absent trader with his stop- 
loss order is at a disadvantage compared 
with the constant observer who is trad- 
ing without stops and depending on mar- 
ket orders. This illustrates what we mean 
by the “circumstances surrounding the 
trade” mentioned hereinabove. 

This is not an argument against the 
principle of the stop-loss order by any 
means, for our constant observer, if he 
is wise, is carrying what we may term 
a “mental stop,” even if he does not place 
a stop-loss order “on the floor.” At the 
first convincing sign of weakness he will 
close out his trade, and if his idea of 
weakness is the fact that the stock has 
descended to a certain price level which 
he considers “critical” he will be virtual- 
ly executing his “mental stop” by closing 
out his trade. Therefore, the principle of 
the stop as a means of limiting losses 
remains unassailable. 


Protecting Profits 


Traders who desire to insure aga 
the loss of profits already 
paper” but not 


purpose. For example, suppose our trader 
purchased BALDWIN at 115 and then 
watched it climb to above 125. He might 
reason, “I have 10 points paper profit, but 
I think the stock will go higher. I am 
willing to ride through a 4-point reac- 
tion, but I am determined not to lose all 
my profit in a sudden decline which may 
take place when I am not in a position 
to watch the market. Therefore, I will 
place a stop at 120% so as to secure about 
5%4 points less commissions, no matter 
what happens.” 

This is a reasonable view of the situa- 
tion, and the principle involved may be 
applied further by raising the stop if the 
price of the stock advances. Thus the 
stop serves a purpose in trading that is 
somewhat analogous to one of the offices 
of a ratchet in mechanics, that is to say, 
it allows profits to increase so long as 
they will, but it will prevent them from 
shrinking below a certain limit. 


Opening Trades With Stops 


Stops are sometimes used to open 
trades, especially when the trader has 
made up his mind that whenever a cer- 
tain stock, which has apparently been un- 
der accumulation for several weeks, ad- 
vances above a certain price, it is likely 
to be entering the “marking-up-stage” of 
its speculative cycle, and thereafter ad- 
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vance rapidly. For example, suppose the 
issue in question, after a long decline to 
around 20, begins to move up and down 
In a narrow range, say between 20 and 23, 
and without breaking below 20 for sev- 
eral weeks. Our trader may reason “this 
stock acts as if it had met support around 
20, and its behavior suggests that all 
shares offered between 20 and 23 are be- 
ing gradually absorbed by those who 
think it is a bargain within this range. J 
will not buy the stock now because the 
period of accumulation may continue for 
seyeral months before the time is ripe for 
the successful’ manipulation of the ad- 
vance which is apparently under consid- 
eration for some future date, and I will 
have to carry it 1, 


r the supply 
re the bids will 
24 or 25 in order to 
, I will place my 
order now ‘buy at 25 stop, 
PI oe h means ‘buy as soon as 
a round lot of 100 shares changes hands 
at 25; this order to remain in force un- 
til countermanded.’” By this use of the 
stop, our trader will not have to watch 
the issue under consideration from day 
to day for perhaps several weeks, but he 
will automatically “be placed aboard the 
train when it starts” assuming, of course, 
that his judgment of the case is correct. 


get any of i 


Limitations of the Stop 


Tt will be 
Fader that the above mentioned uses of 
stops can be applied successfully only to 
active stocks, with a reasonably close mar- 
ket and where the lots traded in are of 
moderate size. For example, the method 
will work perfectly with, say, 100 shares 
of U. S. Steel, whith changes hands in 
considerable volume during any normal 
market session, and usually moves not 
more than 1⁄4 to 14 point between sales. 
On the other hand, it would be ridiculous 
to attempt the use of stops on a commit- 
ment involving 1,000 shares of any issue 
that jumps 5 or 6 points between sales, 
and usually appears once or twice a week, 
and then only in volume aggregating 200 
or 300 shares. In other words, stops are 
not advisable in trading inactive or thin- 
market issues, 

Sometimes the question is asked: “How 
far away shail I place my stop?” The 
answer depends on the characteristics of 
the issue in question, and the state of the 
general market. For example, in active, 
close-market issues, a stop may be placed 
3 points or closer to the commitment 
price. At certain times an active stock 
may be bought or sold with a one-point 
stop with confidence. Under ordinary 
trading conditions a 3-point stop is com- 
mon on active issues, perhaps on the 
theory that if an issue moves as much as 
three points in a certain direction, it is 
under influences sufficiently impor- 
make it move further in the same 
ction. This is by no means a law, but 
en found probable in numerous 


thin-market issues should not 
by S-point stops, as such 
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182 Points Trading Profit 
249 Points Investment Gain 


That Is the Record in the 5-weeks Campaign 
Conducted by The Investment and Business 
Service of The Magazine of Wall Street 


During this campaign The Investment and Business 
Service made 67 trading and 62 investment recom- 
mendations to its subscribers. 


From time to time profits were taken when impending 
reactions indicated that holders would be able to 
take profits and reinstate their stocks at lower figures. 


THE SERVICE 


When the trading posi- 
tion was closed out many 
of the investment stocks 
were held. 


1,—Prompt replies by mail or wire 
to inquiries regarding any listed 
security — or the standing of 
your broker. 


2.—An eight-page service report 
issued every Tuesday. 
3.—The Technical Position for 
traders showing what to do 
with individual stocks. 
4.—The Investment Indicator, which 
has no duplicate anywhere. In 
tabular form it shows the in- 
vestment position of the leading 
stocks and tells you what to do, 
5.—The Richard D. Wyckoff color 
graph of Business, Money, 
Credit and Securities. 
6.—VWithout additional charge a sum- 
mary of the regular and special ad- 
vices sent to you by night or day 
letter collect—optional with you. 
7.—A brief but thorough survey of 
the various fields of industry. 
8.—Recommendations of income 
and profit possibilities in bonds. 
9.—-A special wire or letter when 
any important change impends. 


This emphasizes the compre- 
hensive character of the ser- 
vice, for traders are told when to 
convert paper profits into cash 
and at the same time investors 
are cautioned against selling 
stocks on incidental reactions 
that otherwise would trouble 
the amateur or the business man 
who is too busy with his own 
affairs to devote himself to a 
thorough study of the invest- 
ment situation and the technical 
position of the stock market. 


The advices—clear and definite—not only lead to 
trading profits, but to a higher investment yield. 


Send in your subscription today and be in a 
position to commence taking your profits out 
of the security market. j 


-————— USE THIS COUPON — ————— 


THE INVESTMENT and BUSINESS SERVICE 
of The Magazine of Wall Street, 
42 Broadway, New York City. 
Enclosed find my check for $125.00 for The Investment and Business Service, to be 
sent me once a week or oftener for an entire year, beginning with the next issue. 


Wire service wanted? Yes GQ No O City and State....... PE 
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pression, that he is not interested in try- 
ing to take advantage of minor swings of 
the markef, and desires to hold his stock 
with the intention of disposing of it dur- 
ing a boom period. In this case he will 
take advantage of the first substantial ad- 
vance to raise his stop sufficiently to cover 
_-€ost and commissions, but thereafter he 
will not try to secure a large percentage 
of the first minor swing upward. On the 
other hand, although he may raise his 
stop from time to time, he will aim it 
well below the zone of market activity of 
the stock, until the time arrives when 
market inflation is apparent and the stock 
in question gives evidence of distribution 
on a broad scale. Then, and not until 
then, he will assume the position of the 
short-swime trader, and his stop to 
a level t h h a reaction in his 
pet issue dicate definite and se- 
“rious weal nt to the beginning 
of liquidation. 

Here we have two distinct uses of the 
stop for the purpose of allowing profits 
to increase. The active trader who de- 
sires to follow persistently one or more 
standard issues throughout an entire bull 
market may combine the two positions 
above outlined by repeatedly repurchas- 
ing his stock, whenever it has completed 
its reaction following its passage through 
his profit-protecting stop, and when it 
offers evidence of re-accumulation for an- 
other minor upward swing. Thus, the 
trader who operates repéatedly in the 
same stock, virtually maintains a long- 
pull position, and by side-stepping a fair 
portion of each substantial reaction, he 
is from time to time marking down the 
original cost of his stock, and thereby in- 
creasing his total profit on the issue for 
the duration of the bull market. 

The reasoning involved 
discussion app 
major decline, h conditions re- 
versed, and with due regard for the extra 
precautions to be observed when the mar- 
ket is highly manipulated during the pe- 
‘riod preceding the heavy wave of liquida- 
tion that frequently introduces the bear 
market. 
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IN THE LONG RUN” 


|| Still “Best in the Long Run” 


There is always one best quality. In tires it is THE 
SILVERTOWN. By tradition and performance it has 
always stood, and still stands, for the perfection of the 
cord. Years and changing standards have established its 
supreme quality as they have spread its fame. The best 
cord tire when it was the only cord, it remains the best 
when there are many. More than ever before, SILVER- 
TOWN today means “Best in the Long Run.” 

THE B. F. GOODRICH RUBBER COMPANY 

ESTABLISHED 1870 
Makers of the 30 x 314 fabric Goodrich “55” 


In Canada—The B. F. Goodrich Rubber Company, Ltd., Toronto - Montreal. Winnipeg 


Goodrich 


SILVERTOWN CORD 


SOLD BY GOODRICH DEALERS THE WORLD OVER 
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